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State of Utah Management’s Discussion and Analysis Fiscal Year Ended June 30, 2006

INTRODUCTION

Thefollowing isadiscussion and analysis of the State of Utah’s financial performance and position, providing an overview of the
State’ s activitiesfor the fiscal year ended June 30, 2006. Please read it in conjunction with the transmittal letter in the Introductory
Section of thisreport and with the State' s financial statements that follow this section.

HIGHLIGHTS

Government-wide

e The State'stotal net assets increased $1.864 billion or 15.3 percent over the prior year. Net assets of governmental activities
increased $1.549 billion or 14.9 percent due to an improving economy and active resource management. Net assets of business-
type activitiesalso grew significantly, increasing by $315.2 million or 18.0 percent, primarily dueto revenuesfromemployers
unemployment premiums exceeding benefit payments for the second consecutive year.

Fund Level

e Combined tax revenueswere 10.2 percent higher in the General Fund and 25.2 percent higher in the Uniform School Fund than
the prior year as Utah’ s economy showed continued signs of improvement. The State’ s economic slowdown in 2002 and 2003
and subsequent improvement in fiscal years 2004 through 2006 is similar to the trend of the national economy.

e TheGenera Fund and Uniform School Fund ended thefiscal year with “surplus’ from unreserved and undesignated sources of
$85.1 million and $223.3 million, respectively. By law, $21.9 million of the surplusin the General Fund wastransferred to the
General Fund Budget Reserve Account (“Rainy Day Fund”), and $56.6 million of the surplusin the Uniform School Fund was
transferred to the Education Budget Reserve Account.

Long-term Debt

e The State' slong-term bonded debt increased a net $433.4 million or 12.5 percent. Revenue bondswere issued to fund capital
facility construction, and for purchasing student loans in the Student Assistance Programs. No new general obligation bonds
were issued.

OVERVIEW OF THE FINANCIAL STATEMENTS

Thisreport includesthe State’ sBasic Financia Statements, Required Supplementary Information, and Supplementary Information.
The Basic Financial Statements include three components: government-wide financial statements, fund financial statements, and
notes to the financial statements.

Gover nment-wide Statements— Reporting the State asa Whole

The Statement of Net Assetsand the Statement of Activities beginning on page 27 together comprise the gover nment-wide financial
statements. These statements provide a broad overview with along-term focus of the State' s finances as awhole and are prepared
using the full-accrual basis of accounting, similar to private-sector companies. Thismeansall revenues and expenses arerecognized
regardless of when cash isreceived or spent, and all assetsand liabilities, including capital assets and long-term debt, arereported at
the entity level.

The government-wide statementsreport the State’ s net assets— the difference between total assetsand total liabilities—and how they
have changed from the prior year. Over time, increases and decreases in net assets measure whether the State’s overall financial
condition is getting better or worse. In evaluating the State’ s overall condition, however, additional non-financial factors should be
considered such as the State's economic outlook, changes in its demographics, and the condition of its capital assets and
infrastructure. The government-wide statements report three activities:

Governmental Activities—Most of the State’ sbasic servicesfall under thisactivity including education, transportation, public safety,
courts, corrections, health, and human services. Taxes and federal grants are the major funding sources for these programs.

Business-type Activities— The State operates certain activities much like private-sector companies by charging feesto customersto
cover all or most of the costs of providing the goods and services. Student loans, unemployment compensation, water project loan
programs, and liquor sales are examples of business-type activities.

Component Units— A number of entities arelegally separate from the State, yet the State remains financially accountable for them.
Colleges and Universities, Utah Housing Corporation, and Utah State Fair Corporation are examples of component units.
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State of Utah Management’s Discussion and Analysis Fiscal Year Ended June 30, 2006

Fund Financial Statements— Reporting the State's M ost Significant Funds

The fund financial statements beginning on page 32 provide detailed information about individual major funds, not the State asa
whole. A fund isagroup of related accounts that the State uses to keep track of specific resourcesthat are segregated for a specific
purpose. Somefundsare required by law to exist, while others are established internally to maintain control over aparticular activity.
All of the State's funds are divided into three types, each of which uses a different accounting approach.

Governmental Funds — Most of the State’s basic services are accounted for in governmental funds and are essentially the same
functionsreported as governmental activitiesin the government-wide statements. Governmental funds use the modified accrual basis
of accounting, which measuresthe flow of current financial resourcesthat can be converted to cash and the balances | eft at yearend
that are available for future spending. This short-term view of the State’ s financial position hel ps determine whether the State has
sufficient resources to cover expenditures for its basic servicesin the near future.

Proprietary Funds — Proprietary funds include enterprise funds and internal service funds and account for state activities that are
operated much like private-sector companies. Like the government-wide statements, proprietary fund statements are presented using
thefull-accrual basis of accounting. Activitieswhose customers are mostly outside of state government (e.g., water project loansto
local governments) are accounted for in enterprise funds and are the same functions reported as business-type activities. Thus, the
enterprise fund financial statements reinforce the information reported for business-type activities in the government-wide
statements, but provide more detail and additional information, such as cash flows. Activitieswhose customersare mostly other state
agencies (e.g., motor pool) are accounted for ininternal servicefunds. Theinternal service fund activitiesare consolidated with the
governmental activitiesin the government-wide statements because those services predominantly benefit governmental rather than
business-type activities.

Fiduciary Funds— Fiduciary fundsaccount for assetsthat, because of trust relationships, can be used only for trust beneficiaries. The
Stateisresponsiblefor ensuring these assets are used for their intended purposes. Fiduciary fundsuse full-accrual accounting but are
not included in the government-wide statements because their assets are not available to finance the State’ s own programs.

Reconciliation between Gover nment-wide and Fund Statements

The financial statements include schedules on pages 34 and 38 that reconcile and explain the differences between the amounts
reported for governmental activities on the government-wide statements (full-accrual accounting, long-term focus) with amounts
reported on the governmental fund statements (modified accrual accounting, short-term focus). Following are some of the major
differences between the two statements:

e Capital assetsand long-term debt are included on the government-wide statements but are not reported on the governmental fund
statements.

e Capital outlay spending resultsin capital assets on the government-wide statements but are expenditures on the governmental
fund statements.

e Bond proceedsresult inliabilities on the government-wide statements but are other financing sourceson the governmental fund
statements.

e Certain tax revenues that are earned but not yet available are reported as revenue on the government-wide statements but are
deferred revenue on the governmental fund statements.

Notesto the Financial Statements
The notes beginning on page 58 provide additional schedules and information that are essential to acomplete understanding of the
financial statements. The notes apply to both the government-wide financial statements and the fund financial statements.

Required Supplementary Information (RSI)
Following the Basic Financial Statements are budgetary comparison schedules for major funds with legally adopted budgets and
condition assessment data related to infrastructure. RSI further supports the information in the basic financial statements.

Supplementary I nformation

Supplementary Information includes combining statements for the State’s nonmajor governmental, nonmajor proprietary and
fiduciary funds and for nonmajor discretely presented component units. This section also includes schedules which compare
budgeted expendituresto actual results at thelegal level of control, whichisgenerally thelineitemlevel of the Appropriation Acts.
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FINANCIAL ANALYSISOF THE STATE ASA WHOLE

Net Assets

The State' stotal net assets increased $1.864 billion or 15.3 percent in fiscal year 2006. In comparison, net assets in the prior year
increased $1.012 billion or 9.1 percent. Thisincreasein net assets resulted from an improving economy and the active management
of state resources. Approximately $526.1 million of theincrease wasin net capital assets asthe State’ sinvestment in highways and
buildings exceeded depreciation and net additional debt to finance projects. Total restricted net assets increased $1.072 billion or
43.8 percent over the prior year. The $860.7 million increasein restricted net assets of governmental activitieswas primarily dueto
anincrease of $709.7 million in expendable net assets for public education asaresult of increased individual income and corporate
tax revenues. Also, nonexpendable net assetsfor public education increased $156.8 million asaresult of anincreasein net earnings
in the permanent Trust Lands Fund. Restricted net assets increased in business-type activities by $211.6 million primarily due to
unemployment compensation revenues exceeding related claims by $174.9 million. Theincrease of $166.0 millionin unrestricted net
assets of governmental activitieswas primarily dueto an increase in the unrestricted carry-forward balancesin the General Fund of
$202.7 million less decreasesin carry-forward balances of other government funds. Theincrease of $100.0 millionin unrestricted
net assets of business-type activitieswasthe result of normal operationsand is primarily dueto the State adding additional capital to
the loan funds from mineral lease revenues and sales taxes. Net assets of business-type activities generally can be used only to
finance the business-type activities' ongoing operations.

State of Utah
Net Assetsas of June 30
(Expressed in Thousands)

Governmental Business-type Total Primary
Activities Activities Gover nment
2006 2005 2006 2005 2006 2005

Current and Other Assets............ $ 4,356,335 $ 3,358,120 $ 4,294,237 $ 337598 $ 8,650,572 $ 6,734,106
Capital ASSELS ...c.cevvrereriiieie 10,247,267 9,860,641 66,974 62,154 10,314,241 9,922,795

Total ASSELS ..o 14,603,602 13,218,761 4,361,211 3,438,140 18,964,813 16,656,901
Current and Other Liabilities...... 692,891 699,180 47,057 39,972 739,948 739,152
Long-term Liabilities.................. 1,955,484 2,113,602 2,249,277 1,648,535 4,204,761 3,762,137

Total Liabilities................. 2,648,375 2,812,782 2,296,334 1,688,507 4,944,709 4,501,289
Net Assets:

Invested in Capital Assets,

Net of Related Debt ............ 8,719,751 8,197,279 32,068 28,419 8,751,819 8,225,698
Restricted ......oevenerereeieenenns 2,379,269 1,518,523 1,139,691 928,115 3,518,960 2,446,638
unrestricted .......cccoveveeeerieeeene. 856,207 690,177 893,118 793,099 1,749,325 1,483,276

Total Net Assets................. $ 11,955,227 $10,405979 $ 2,064,877 $ 1,749,633 $ 14,020,104 $ 12,155,612

Percent changein total net
assetsfrom prior year ..........co..... 14.9 % 18.0 % 153 %

Thelargest component of the State' s net assets, 62.4 percent, reflectsinvestmentsin capital assets (e.g., land, buildings, equipment,
roads, and other infrastructure) less the outstanding debt issued to finance those assets. As capital assets, these resources are not
availablefor future spending, nor can they bereadily liquidated to pay off their related liabilities. Resources needed to repay capital-
related debt must be provided from other sources.

Restricted net assets comprise 25.1 percent of total net assets and are subject to constitutional, legal, or external constraints on how
they can be used. Net assetsthat are restricted by the Constitution of Utah include income and corporate taxesthat can be used only
for public and higher education costs and for motor fuel taxes that can be used only for transportation expenses.

The remaining balance of unrestricted net assets may be used to meet the State’s ongoing obligations, though certain laws and
internally imposed designations of resources further limit the purposes for which many of those net assets may be used.

The schedule and charts that follow summarize the State’ stotal revenues, expenses, and changesin net assets for fiscal year 2006.
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State of Utah
Changesin Net Assets
for the Fiscal Year Ended June 30
(Expressed in Thousands)

Total
Governmental Business-type Total Primary Per centage
Activities Activities Government Change
2006 2005 2006 2005 2006 2005 2005 to 2006
Revenues
General Revenues:
$ 5470916 $ 4519789 $ 14875 $ 14,874 $ 5,485,791 $ 4,534,663 21.0 %
124,939 65,481 308 4,070 125,247 69,551 80.1 %
Program Revenues:
Chargesfor SErViCes ........ccoovvnnnrnerecernnnn, 705,095 615,844 589,104 507,583 1,294,199 1,123,427 152 %
Operating Grants and Contributions . 2,744,231 2,436,116 109,140 65,173 2,853,371 2,501,289 141 %
Capital Grantsand Contributions ..... 100,519 124,836 — — 100,519 124,836 (19.5)%
Total REVENUES ..o 9,145,700 7,762,066 713,427 591,700 9,859,127 8,353,766 18.0 %
Expenses
General GovErnMENt .........ccccevvrevrerererrninnens 289,749 240,091 — — 289,749 240,091 20.7 %
Human Services and Y outh Corrections 595,337 573,154 — — 595,337 573,154 39%
Corrections, Adult .. 208,922 195,716 — — 208,922 195,716 6.7 %
Public Safety ... . 182,042 162,922 — — 182,042 162,922 11.7 %
COUMS .t 109,180 98,319 — — 109,180 98,319 11.0 %
Health and Environmental Quality ................ 1,635,544 1,461,016 — — 1,635,544 1,461,016 119 %
Higher Education . 810,228 694,732 — — 810,228 694,732 16.6 %
Employment and Family Services................. 405,845 409,334 — — 405,845 409,334 (0.9)%
Natural RESOUICES ... 133,441 121,714 — — 133,441 121,714 9.6 %
Community and Culture..... 84,843 86,065 — — 84,843 86,065 (1.4)%
Business, Labor, and Agriculture................... 90,573 84,992 — — 90,573 84,992 6.6 %
Public Education 2,321,139 2,169,071 — — 2,321,139 2,169,071 7.0%
Transportation ..........coceeeeenererenneeeeeecnesenens 640,251 579,914 — — 640,251 579,914 10.4 %
Interest on Long-term Debt .........ccoeveverenne 70,345 76,382 — — 70,345 76,382 (7.9%
Student Assistance Programs ... — — 152,895 95,495 152,895 95,495 60.1 %
Unemployment Compensation . — — 102,476 142,632 102,476 142,632 (28.2)%
Water Loan Programs................ . — — 6,560 8,648 6,560 8,648 (24.1)%
Other Business-type Activities..........cccoee..... — — 155,265 141,374 155,265 141,374 9.8 %
Total EXPENSES ..o 7,577,439 6,953,422 417,196 388,149 7,994,635 7,341,571 89 %
Excess Before Transfers ........ccoceeeenenerevereneenen 1,568,261 808,644 296,231 203,551 1,864,492 1,012,195
Transfers ....ovvveeeeenienens (19,013) 9,437 19,013 (9,437) — —
Changein Net Assets 1,549,248 818,081 315,244 194,114 1,864,492 1,012,195
Net Assets— Beginning as Adjusted .................. 10,405,979 9,587,898 1,749,633 1,555,519 12,155,612 11,143,417
Net Assets—Ending ... $ 11,955,227 $ 10,405,979 $ 2,064,877 $ 1,749,633 $ 14,020,104 $ 12,155,612 153 %
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Changesin Net Assets

This year the State received 55.6 percent of its revenues from state taxes and 30.0 percent of its revenues from grants and
contributions, mostly fromfederal sources. Inthe prior year, state taxes accounted for 54.3 percent and grants and contributions
were 31.4 percent of total revenues. Chargesfor goods and services such aslicenses, permits, liquor sales, state parks, and court
fees, combined with other miscellaneous collections, comprised 14.4 percent of total revenuesin fiscal year 2006, compared with
14.3 percent in fiscal year 2005.

Governmental Activities

The State’ stotal governmental revenues from all sourcesincreased $1.384 hillion or 17.8 percent. Tax revenuesincreased $951.1
million or 21.0 percent. Thisincreasein taxesreflects a continued improvement in economic conditionsand issimilar to theincrease
at the fund level. However, due to differences in measurement focus, timing of collections, and lack of historical accrued tax
information, theincrease at the government-wide level should not be used to predict futureincreases at the fund statement or budget
level. With the exception of higher education, other significant changesin governmental activities' revenuesand expenses mirror the
changesin the General Fund at the fund level. For further discussion of these changes, see the section entitled “ General Fund” on
page 19. For fiscal year 2006, higher education expensesincreased by $115.5 million compared to the prior year, duein part to an
increase of $72.9 million spent for building projects completed for collegesand universities. Anincreasein general state support for
higher education accounted for the balance of the increase.

Thefollowing table showsto what extent the State’ sgovernmental activitiesrelied ontaxesand other general revenuesto cover all of
their costs. For fiscal year 2006, state taxes and other general revenues covered 53.2 percent of expenses. The remaining $3.550
billion or 46.8 percent of the total expenses were generated through charges for services and grants. Asdiscussed in the “General
Fund” section on page 19, federal mineral lease revenuesincreased significantly in fiscal year 2006. Thisincrease wasthe largest
single factor that caused Program Revenues to exceed Program Expenses by $41.8 million in the general government function.

State of Utah
Net Cost of Governmental Activities
for the Fiscal Year Ended June 30
(Expressed in Thousands)

Less Net Program Revenues
Program Program Program as a Percentage of
Expenses Revenues Costs Program Expenses
2006 2006 2006 2005 2006 2005
General GOVENMENL .........cceevveeveiieieeieeeeene $ 289,749 $  (331,515) $ (41,766) $ 28,977 114.4 % 87.9 %
Human Services and Y outh Corrections......... 595,337 (286,594) 308,743 277,765 48.1 51.5%
Corrections, Adult ........cccevveveeveeeieerrerenee 208,922 (5,007) 203,915 192,762 24 15%
Public Safety ......ccoevreerece e 182,042 (102,033) 80,009 65,082 56.0 60.1 %
COUMS e s s 109,180 (47,934) 61,246 51,199 43.9 479 %
Health and Environmental Quadlity ................. 1,635,544 (1,265,565) 369,979 317,708 774 783 %
Higher EJUCALION ........ceevveiieeeeiee e 810,228 (1,536) 808,692 693,106 0.2 0.2%
Employment and Family Services.................. 405,845 (353,168) 52,677 48,960 87.0 88.0 %
Natural RESOUICES ......cccveveeeeeeeererie e 133,441 (86,037) 47,404 46,642 64.5 61.7 %
Community and Culture ...........ccceeeeveeernenne. 84,843 (40,568) 44,275 42,592 47.8 50.5 %
Business, Labor, and Agriculture.................... 90,573 (73,074) 17,499 16,654 80.7 80.4 %
Public Education ..........ccccceeeieieeeeieneiecienas 2,321,139 (506,957) 1,814,182 1,722,677 21.8 20.6 %
Transportation .......cccoeeeeeeererieneseeres e 640,251 (449,857) 190,394 196,120 70.3 66.2 %
Interest on Long-term Debt .........ccccoveeinnennnne 70,345 — 70,345 76,382
Total Governmental Activities.................. $ 7577439 $ (3549,845) $ 4027594 $ 3,776,626 46.8 % 45.7 %

Business-type Activities

Operating revenues from the State’s business-type activities increased $121.7 million or 20.6 percent from the prior year. This
increaseisdue, in part, to a$47.6 million increasein revenuesin the Student Assistance Programs, asaresult of higher interest rates
on student loans and an increase in revenues from federal reinsurance. Revenues in the Unemployment Compensation Fund
increased $31.3 million, as higher claims in recent years resulted in increased employer taxes. Liquor sales increased by $20.2
million, primarily due to higher sales volume. Investment income increased $15.9 million due to rising interest rates. Total
operating expenses for the State’' s business-type activities increased $29.0 million, or 7.5 percent. The increase was largely dueto
claims expensesincreasing $22.5 million in the Student Assistance Programs, as paymentsto lendersincreased for guaranteed claims
due to more defaults by borrowers.
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All of the State’ s business-type activities operate from program revenues, except for the Water L oan Programs and the Agriculture
Loan Fund that by law receive dedicated sales taxes and the Community Impact Loan Fund that receives federal mineral lease
revenuesto provide additional capital for loans. Accounting standards require unemployment taxesthat are collected from employers
and deposited in the Unempl oyment Compensation Fund be reported as chargesfor servicesrather than taxes. Therefore, taxesinthe
business-type activities are comprised entirely of sales taxesin the water and agriculture loan programs.

FINANCIAL ANALYSISOF THE STATE'SGOVERNMENTAL FUNDS

Fund Balances

At June 30, 2006, the State’ sgovernmental funds reported combined ending fund balances of $3.173 billion. Of thisamount, $1.587
billion or 50.0 percent isreserved for specific programs by state law, by external constraints, or by contractual obligations. Unspent
bond proceeds, balances of restricted accounts, and agencies nonlapsing balances are included in reserved fund balance. An
additional $1.199 billion or 37.8 percent of total fund bal ances has been designated through internally imposed limitations on uses of
certain funds. Note 11 on page 95 provides more details about reserved and designated fund balances at June 30, 2006. The
remaining $386.9 million or 12.2 percent of fund balance is available for appropriation for the general purposes of the funds.

State of Utah
Governmental Fund Balances as of June 30, 2006
(Expressed in Thousands)

Uniform Transpor- Transportation Trust

General School tation I nvestment Lands Nonmaj or
Fund Fund Fund Fund Fund Funds Total
Reserved ... $ 300497 $ 66,474 $ 44961 $ 143490 $ 751,024 $ 280,634 $ 1,587,080
Unreserved Designated ................. 483,510 652,613 48,107 672 — 14,432 1,199,334
Unreserved Undesignated ............. 85,129 223,302 116,817 — — (38,374) 386,874
Total oo $ 869136 $ 942389 $ 209885 $ 144,162 $ 751,024 $ 256,692 $ 3,173,288
Percent change from prior year .... 32.90 % 131.83 % 1.86 % (21.84)% 26.38 % (22.07)% 33.63 %

General Fund

During fiscal year 2006, the General Fund’stotal fund balance increased $215.2 million or 32.9 percent. Thisincrease wasduein
large part to salestax revenues coming in $62.3 million greater than budgeted and to $155.5 million being set asidein the budget and
designated by the Legislature for fiscal year 2007 appropriations. In contrast, inthe prior year, the Legidature designated only $74.6
million for the next year's appropriations. The General Fund ended fiscal year 2006 with a “surplus’ from unreserved and
undesignated sources of $108.5 million. State law normally requires 25 percent of the “surplus’ to be transferred to the General
Fund Budget Reserve Account (“Rainy Day Fund”). However, state law limits the combined totals of the General Fund Budget
Reserve Account and the Education Budget Reserve Account to 6 percent of combined appropriations. Asaresult, $21.9 million, or
20.2 percent was transferred to the General Fund Budget Reserve Account and included in designated fund balance. An additional
$1.4 million was carried forward by law for other purposes as designated for specific appropriationin 2007. The General Fund ended
the year with $85.1 million in unreserved/undesignated fund balance. Miscellaneous changes resulting from other designated and
reserved sources account for the remaining change in fund balance. The General Fund Budget Reserve Account ended fiscal year
2006 with a balance of $131.6 million.

Total Genera Fund revenuesincreased $416.4 million or 10.0 percent from the prior year. Total tax collectionsincreased $193.1
million or 10.2 percent. The mgjor positive changesin tax revenueswerein salestax, which increased $156.6 million or 9.4 percent
as Utah' s economy continues to improve; and in oil, gas, and mining severance tax, which increased $23.6 million or 36.4 percent.
Federal funding was the largest single factor in increasing non-tax revenues for the fiscal year, as federal mineral lease revenues
increased $74.1 million or 89.7 percent, driven by higher ail prices; and federal contracts and grants climbed $83.0 million or 4.7
percent from the prior year, driven by demand for services and higher costs.

Total General Fund expendituresincreased by $316.8 million or 7.9 percent. Theincrease wasduein part to a2.5 percent cost-of-
living adjustment provided for state employees and increased costsfor employee health and dental benefitsof 11.8 and 6.0 percent,
respectively. Additional market comparability wage adjustments were al so provided to approximately 14,000 state employees. The
balance of theincreasein expendituresis evidence of acontinued high demand for government services. Thefollowing areaswere
impacted most;
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e Health and Environmental Quality — Total expendituresin this category jumped $173.6 million, primarily due to increased
Medicaid program costs resulting from increased casel oads and inflationary increases for Medicaid provider rates.

e Higher Education— Total expendituresin this category were up $44.2 million, primarily dueto additional state appropriations
for employee health and dental increases, salary increases, and increases in expenditures for operations and maintenance of
existing and new buildings.

In addition to the functions, for fiscal year 2006 the State’s economic devel opment function was moved from the Department of
Community and Economic Development to the newly created Governor's Office of Economic Development, per HB 318,
Community and Economic Devel opment Restructuring, 2005 General Session. This change resulted inashift of expendituresto the
general government function of $25.5 million in fiscal year 2006.

Budgetary Highlights— General Fund

The Legislature adopted the initial fiscal year 2006 budget during the 2005 General Session. The original General Fund budget at
the start of fiscal year 2006, excluding department-specific revenue sources such as federal grants, departmental collections, and
including miscellaneous transfers, was 6.1 percent higher than the final fiscal year 2005 budget. The Legislature also had to
address critical and mandated program increases, such as providing the State’ s matching share of projected increasesin casel oads
and inflationary increases for the Medicaid program. Other increases included funding for higher education and increases in
employee salaries and benefits.

The budget was again addressed during the 2006 General Session of the Legidature (January to March 2006). Genera revenue
estimates had increased $186.7 million over those adopted in the 2005 General Session primarily dueto increased revenue estimates
of salesand usetax. Increased revenue estimates all owed the L egislature to designate $155.5 million of expected excessrevenuefor
fiscal year 2007 appropriations.

Final budgets of department-specific revenue sources increased over original budgets and actual department-specific revenues
increased over final budgets mostly dueto anincreasein federal mineral leaserevenues. Fina budgetsfor many of the departmental -
specific revenue sources and rel ated expenditures such asfederal grants, departmental collections, and miscellaneousrevenues, are
generally revised based on actual collections. The difference between final budgeted expenditures and actual expenditures is
primarily due to nonlapsing and unspent restricted funds that will be carried forward to the next year. However, $1.7 million of
unspent budgeted dollars were lapsed back to the General Fund by agencies.

Uniform School Fund

The Uniform School Fund's fund balance increased $535.9 million or 131.8 percent from the prior year. Corporate tax receipts
increased $170.3 million or 81.4 percent compared to the prior year, individual incometax receiptsincreased $377.8 million or 19.4
percent, and federal funding increased by $27.1 million or 7.9 percent. Expenditures for public education increased by $154.0
million or 7.1 percent, as the Legisature increased the budget for enrollment growth and for increased costs related to employee
salary and benefit increases. The Uniform School Fund ended the year with a“ surplus’ from unreserved and undesignated sources of
$279.9 million. Statelaw normally requires 25 percent of the“surplus’ to betransferred to the Education Budget Reserve Account.
However, state law limits the combined totals of the General Fund Budget Reserve Account and the Education Budget Reserve
Account to 6 percent of combined appropriations. Asaresult, $56.6 million or 20.2 percent wastransferred to the Education Budget
Reserve Account, resulting in afinal unreserved and undesignated fund balance of $223.3 million. Established by the Legidaturein
2003, the Education Budget Reserve Account ended fiscal year 2006 with a balance of $123.4 million.

Transportation Fund

The fund balance of the Transportation Fund increased $3.8 million or 1.9 percent from the prior year. Revenues increased by
$109.2 million or 14.9 percent, primarily dueto a$55.4 millionincreasein federal contractsand grants and a$23.9 millionincrease
in charges for services. Expenditures increased by 108.8 million or 15.8 percent as a result of increased spending on federal
participating highway projects.

Authorized federal funding for highway construction remainsrelatively stable from year to year. However, the spending of stateand
federal revenue reflects the timing of highway construction projects, which is impacted by a variety of circumstances such as
environmental studies or weather. Also, the Department of Transportation has discretion on allocating federal fundsamong projects,
which impacts the amount of federal revenue reported in the Transportation Fund and Transportation I nvestment Fund.

Transportation Investment Fund

The fund balance of the Transportation Investment Fund decreased by $40.3 million or 21.8 percent fromthe prior year. Revenues
in the fund increased $33.7 million or 54.4 percent, mostly due to anincrease in sales and use taxes of $60.3 million as aresult of
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House Bill 1008, Transportation Investment Act, of the 2005 First Special Session. Thishill earmarked an additional $59.6 million
from sales and use tax revenue annually for Centennial Highway projects accounted for within this fund. The increase in tax
revenues was offset by adecreasein federal revenues of $27.3 million or 83.5 percent. Expendituresin thefund increased by $34.9
million or 24.7 percent, primarily in construction expenditures for the projects specific to this fund.

Trust Lands Fund

The fund balance of the permanent Trust Lands Fund increased by $156.8 million or 26.4 percent due to revenues generated from
land use, sales of trust lands, and investment income. The permanent fund also generated $18.1 of cash investment earningsfor the
Uniform School Fund that is earmarked for distribution to local school districts. The principal inthefund isheld in perpetuity with
earnings restricted primarily to support public education.

FINANCIAL ANALYSISOF THE STATE'SPROPRIETARY FUNDS

Student Assistance Programs

The Student Assistance Programs finished the year with an increase in net assets of $20.2 million or 8.2 percent. Growth of the
student loan portfolio and higher student loan interest rates accounted for most of theincrease. Asaresult, loansreceivableincreased
$298.6 million or 20.5 percent over last year. Of total net assets of $265.2 million, $178.5 million isrestricted for use within the
Student Assistance Programs by bond covenants or by federal law.

Unemployment Compensation Fund

The State's unemployment rate decreased compared to the rate one year ago. The improving employment situation resulted in a
$40.2 million or 28.2 percent decrease in benefit paymentsfrom the prior year. For the second consecutive year, employer taxesand
other revenues exceeded benefit payments. Assetswere sufficient to handle the demand for benefits, and net assetsincreased $174.9
million or 34.1 percent, to $687.1 million. The entire balance of net assetsin thisfundisrestricted for paying unemployment benefits
by state and federal law.

Water Loan Programs

The net assets of the Water Loan Programs increased $34.2 million or 6.1 percent from the prior year. Additional capital for
loans was provided from $14.4 million in dedicated sales tax revenues and $13.4 million in federal grants, in addition to net
operating revenuesin the fund. Loansreceivablefor the programsincreased $24.4 million or 5.1 percent over the prior year. Of
total net assets of $597.9 million, $236.2 million isrestricted for use within the Water Loan Programs by bond covenants or by
federal grant requirements.

CAPITAL ASSET AND LONG-TERM DEBT ADMINISTRATION

Capital Assets

The State’s capital assets increased a net $391.4 million during the year. The change consisted of net increases in infrastructure
(highways) of $155.9 million; land and rel ated assets of $56.9 million; and buildings, improvements, and construction in progress of
$181.1 million. Machinery and equipment decreased a net $2.5 million during the year. Many buildings financed by the State are
actually owned by the colleges and universities, which are discrete component units of the State. Therefore, whilethe capital assets
are on the component unit’ s financial statements, any outstanding debt issued by the State to finance construction of those assetsis
reported as a liability of the State’s governmental activities. Thisin turn reduces unrestricted net assets. As of June 30, 2006, the
State had $31.9 million of outstanding debt related to capital assets of component units.

At June 30, 2006, the State had $226.2 million in commitmentsfor building projectsinitscapital projectsfunds, and $516.5 million
($321.6 millionin the Transportation Investment Fund and $194.9 million in the Transportation Fund) in commitmentsfor highway
construction and improvement projects. Funding for the commitments will come from existing resources in these funds and from
future bond proceeds and appropriations.

The State has adopted an all owabl e alternative to reporting depreciation for roads and bridges (infrastructure assets) maintained by
the Utah Department of Transportation (UDOT). Under thisalternative method, referred to asthe“modified approach,” UDOT must
maintain an asset management system and demonstrate that the infrastructure is being preserved at or above established condition
levels. Infrastructure assets accounted for under the modified approach are not depreciated, and maintenance and preservation costs
are expensed.

The State's established condition level for roads is to maintain 50 percent with a rating of “fair” or better and no more than 15
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percent with a“very poor” rating. The most recent condition assessment, completed for calendar year 2005, indicated that 69.5
percent of theroadswerein “fair” or better condition. Only 6.3 percent of the roads assessed werein “very poor” condition. These
resultsreflect adight decline from conditionsin calendar year 2004, when 74.7 percent of theroadswere assessed as“fair” or better,
and 6.2 percent assessed were in “very poor” condition.

The State’ s established condition level for bridgesisto maintain 50 percent with arating of “good” and no morethan 15 percent of
bridges with a*“poor” rating. The most recent condition assessment, completed in April 2006, indicated that 71.0 percent and 2.0
percent of bridges were in “good” and “poor” condition, respectively. These results are similar to the prior year.

During fiscal year 2006, the State spent $431.3 million to maintain and preserve roads and bridges. This amount is 52.2 percent
above the estimated amount of $283.4 million needed to maintain these assets at established condition levels.

More information about capital assets isincluded in Note 8 on page 82, and more detailed information on the State’ s modified
approach for reporting infrastructure is presented in the Required Supplementary Information on page 114.

Long-term Debt

The Constitution of Utah authorizes general obligation borrowing only as approved by the L egidlature. The Constitution also limits
outstanding state general obligation debt to 1.5 percent of the fair market value of all taxable property in the State, while state law
further restricts outstanding state general obligation debt to no more than 45 percent of the appropriationslimit. Asof June 30, 2006,
the State was $385.9 million below the statutory debt limit and $1.548 billion below the debt limit established in the Constitution.
Revenue bonds are not backed by the general taxing authority of the State, but are payable solely from specific fees or loan
repayments as pledged in the bond indentures.

State of Utah
Net Outstanding Bonded Debt as of June 30
(Expressed in Millions)

Total
Gover nmental Business-type Total Primary Per centage
Activities Activities Gover nment Change
2006 2005 2006 2005 2006 2005 2005 to 2006
General Obligation Bonds................... $ 1,4368 $ 15878 $ — % — % 1,4368 $ 1,587.8 (9.5)%
Revenue Bonds:
State Building Ownership Auth. ..... 295.6 311.6 38.3 31.2 3339 342.8 (2.6)
Student Assistance Programs.......... — — 2,138.1 1,544.8 2,138.1 1,544.8 384
Total Bonds Payable............cccccoeuneee. $ 17324  $ 1,8994 $ 21764 $ 15760 $ 39088 $ 34754 125 %

The State issued no new general obligation bonds during fiscal year 2006. The State issued a total of $642.0 million of revenue
bonds. Of the revenue bondsissued, $8.4 million wasto provide for capital facility construction, and $633.7 million wasto provide
capital for purchasing student loans in the Student Assistance Programs.

The State's active management of its resources has helped the State maintain its triple-A rating on general obligation bonds, the
highest possible rating, and double-A rating on State Building Ownership Authority lease revenue bonds from all three national
rating agencies. These ratings save millions of dollarsin interest each year because the Stateis ableto obtain very favorableinterest
rates on new debt. Note 10 beginning on page 86 contains more information about the State’ s outstanding debt.

ECONOMIC OUTLOOK AND NEXT YEAR'SBUDGET

Tax revenues are expected to increase moderately in fiscal year 2007. However, original general revenue estimates for the General
Fund and Uniform School Fund for fiscal year 2007 are dightly lower than actual fiscal year 2006 revenues. Thisisbecause actual
fiscal year 2006 revenues were much stronger than anticipated, creating record surpluses. The Legislature balanced the 2007 budget
primarily by using anticipated 2006 carryover funds of $460.1 million and utilizing other miscellaneous sources. The Legislature
provided increased funding for Medicaid, roads and highways, public and higher education, and capital projects. The State also
provided a 3.5 percent cost-of-living adjustment to all state employees. An additional 2.75 percent or 5.5 percent compensation for
market comparability adjustments was also provided for certain classifications within the Department of Corrections and the Utah
Highway Patrol (a division of the Department of Public Safety).
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Revenue collections to date in fiscal year 2007 are in line with original estimates.

Utah’seconomy is expected to remain stable in the near future. The average unemployment rate is expected to declinein 2006 to 3.3
percent, down from the average 2005 rate of 4.3 percent. Taxable retail sales are expected to increase 10.0 percent by the end of
2006, and growth in personal income is expected to be 9.0 percent for the same period. Because these indicators are measured on a
calendar-year basis, the impact on the State budget will not be fully realized until well into fiscal year 2007.

CONTACTING THE STATE'SDIVISION OF FINANCE

Thisfinancial report isdesigned to provide our citizens, taxpayers, customers, investors, and creditorswith ageneral overview of the
State' s finances and to demonstrate the State’ s accountability for the money it receives. If you have questions about this report or
need additional financial information, please contact the Division of Finance, Financial Reporting Section at (801) 538-3082 or visit
our Web site at: www.finance.utah.gov.

The preceding discussion and analysisfocuses on the State’s primary government operations. With the exception of afew nonmajor
component units, the State's component units each issue separate audited financial statements that include their respective
management’s discussion and analysis. Component unit statements may be obtained from their respective administrative offices or
from the Utah State Auditor’s Office, Utah State Capitol Complex, East Office Building, Suite E310, Salt Lake City, UT 84114.
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